AGENDA
EXECUTIVE FINANCE COMMITTEE
April 24,2008 at 1:30 P.M.
Locatlon Treasury Conference Room, KC Admin. Bldg., Room 610 (6™ Floor)

Committee Members: Councilmember Larry Phillips, Chair; Bob Cowan, Director OMB; Ken Guy, Director

FBOD; Jim Buck, County Administrative Officer
Staff: Phil Sanders, Treasury Manager; Mike Smith, Investment Officer; Dave Turley, Financial

Accounting Supervisor
AGENDA ITEMS
1. Action: Approval of Minutes of the March 27, 2008 Executive Finance Committee meeting. (page 2)
2. Briefing: Update on investment pool fee issue (Handout)
Ken Guy, Finance Director
3. Briefing: Update on impaired investments.
Ken Guy, Finance Director
4. Action: Approval of the interfund-borrowing request from the Wastewater Treatment Division (WTD) for
ARMS fund 3611. WTD is requesting to increase its interfund borrowing authority from $150 million to $400
million and is requesting to extend the borrowing period from May 31, 2008 until December 31 2008. (page 3)
Tim Aratani, Manager, Finance and Administrative Services
5. Action: Approval of a one-year extension on the $3.5 mllhon interest-free loan to the Public Transportation
Capital Fund (ARMS fund 3641). (Handout)
Bob Cowan, Director OMB
Sid Bender, Budget Supervisor
6. Briefing: Draft portfolio overview report prepared by PFM (Public Financial Management) (Handout)
Ken Guy, Finance Director
7. Executive Session: Discussion of potential litigation with legal counsel (RCW 42.30.110, (1)(1).)
Briefing: Interfund Borrowing for March 2008
e Automated Lending & Borrowing. County Tier 2 Funds — Interest on Interfund Loans (page 4)
¢ Pooled Tier 1 County Funds with Negative Cash Balances (page 5)
e Excluded County Funds with Negative Balances - Tier 2 Funds Not Paying Interest (page 6)
Dave Turley, Financial Accounting Supervisor ‘
e Interfund Loans Among Non-County Funds (page 7)
e Interfund Borrowings — EFC Approved Loans (page 8)
Mike Smith, Investment Officer
9. Briefing: March 2008 Investment Summary
e Investment Purchase Summary (page 9)
e Reverse Repo Analysis and Policy Compliance (page 10)
e Residual Investment Fund Summary (page 11)
o Issuer Diversification and Credit Exposure Report (page 12)
e Investment performance review (pages 13-18)
e Interest Rate Summary (page 19)
Mike Smith, Investment Officer
10 Action: Committee’s direction for 1nvestment of idle cash balances of specific County funds not needed for
immediate expenditure.
Staff Recommendation: Direct the Treasury to maintain the maximum average duration of the core portfolio
at the 1.25 to 1.8 year range (no change from last meeting) and the maximum average maturity for the
liquidity portfolio at 30 to 100 days (no change from last meeting).
Mike Smith, Investment Officer
OTHER BUSINESS
ADJOURNMENT
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MINUTES

EXECUTIVE FINANCE COMMITTEE
March 27, 2008

The Executive Finance Committee (EFC) Meeting was held March 27, 2008 at 1:30 p.m.

Members Present

Jim Buck
Bob Cowan
Ken Guy

Others Present

Jodie Fickett, K&L Gates

Marlyn Keating, Bellevue SD
Martin Turney, Issaquah SD

Barry Tsoi, Seattle SD

Bill Adamo, Snoqualmie Valley SD
Linda Glenicki, KC Library System
Mary Ellen Mullen, Advisory Panel
William Nogle

Mamie Marcus

ACTION ITEMS

Others Present (Continued)
Pat Hamacher

Caroline McShane

Peggy Pahl

Mike Smith

Scott Matheson

Pete Anthony

Dave Turley

Hall Walker

Members Absent
Larry Phillips

1. Minutes — The Committee approved the Minutes of the February 28, 2008 EFC meeting.

2. Pool Fee for County Funds — By a 3 to 1 vote the Committee approved the motion to reduce the pool fee paid
by King County funds from 20 basis points to 15 basis points effective April 1, 2008.

3. Investment Direction — The Committee approved the Treasury recommendation to modify the maximum
average duration of the core portfolio to the 1.25 to 1.8 year range and maintain the maximum average maturity

for the liquidity portfolio at 30 to 100 days.

BRIEFINGS

1. Investment Pool Fee — The Committee reviewed and discussed the CPI adjusted opportunity cost analysis for
investment pool costs. This analysis showed that adjusting the 1994 opportunity costs for establishing the pool
by CPI and then adding the actual costs of managing the pool would result in a pool fee of about 12 basis points.

2. Mark to Market Frequency & Reporting — Staff briefed the Committee on the current policy of marking the
portfolio to market on a monthly basis. The Committee requested that the market value information shown in
the monthly pool newsletter be reported in future EFC report packages.

3. Investment Pool Restructuring Options & Recovery Strategies — The Committee reviewed and discussed the

presentation that summarized the current status of the impaired investments, the various restructuring options
available, the possible impact to county and district funds, and the key decisions that will need to made.

3. [Interfund Borrowing — The Committee was provided a review of interfund borrowings during February 2008.

4. Investment Review for February 2008 — The Committee was provided a review of investment performance,
activity, and the distribution of investment holdings by maturity, security type, credit rating, and issuer.

Analysis of actual versus budgeted amounts for Pool earnings and fees were reviewed. Reverse repurchase

activity for the month was also reviewed, and the Committee was briefed on the current interest rate and

economic environment.

OTHER BUSINESS
None

/5 76

Ken Guy, Finance Director
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L5k
King County

Wastewater Treatment Division
Department of Natural Resources and Parks

King Street Center
201 South Jackson Street
Seattle, WA 98104-3855

April 18, 2008

TO: The Executive Finance Committee

FM: Tim Aratani, XA
Manager, Finance and Administrative Services, Wastewater Treatment Division

RE: Borrowing Request

The purpose of this memo is to request approval from the Executive Finance Committee for the
Wastewater Treatment Division (WTD) to increase borrowing limits from $150 million to $400
million using the automated interfund borrowing system to provide uninterrupted funding for its
capital improvement program (ARMS fund 3611) and extend the borrowing period through
December 2008.

In January 2008, WTD received approval from the Executive Finance Committee to borrow
funds through May limited to & total of $150 million. Originally it was assumed that WTD
would issue bonds by the end of May repaying any amounts owed to the automated interfund
borrowing system. It is now anticipated that bonds will not be issued until mid July. Unexpected
and significant increases in interest rates for long term municipal bonds has occurred since
January due to a continuation of the sub-prime crisis and uncertainties concerning the viability of
bond insurance companies. Increasing the borrowing authority and extending the time will
provide WTD the flexibility to obtain more favorable borrowing rates when market conditions
permit. WTD is currently reviewing closely debt financing options for 2008/2009 and the
impact these will have on future sewer rates.

The borrowed amounts will be repaid from the proceeds of the issuance of sewer revenue bonds.
As of the end of February, WTD’s borrowing level was $28 million. Based on WTD’s 2009
rate forecast of capital expenditures for 2008 of $457 million, we anticipate spending on a
levelized basis an additional $38 million per month.

Thank you for consideration of this request.
cc: Theresa Jennings, Director, Department of Natural Resources and Parks (DNRP)
John Bodia, Chief Financial Officer, DNRP

Christie True, Division Director, Wastewater Treatment Division, DNRP
Dennis Barnes, Senior Financial Analyst, Wastewater Treatment Division, DNRP

e 5D Creating Resources from Wastewater
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INVESTMENT PURCHASES SUMMARY

MARCH 2008
OVERNIGHT REPOS

EFC —Page 9

TOTAL AMOUNT AVG AVG
DEALER BUYS OF REPOS DAYS YIELD
FIRST BOSTON 20 $2,007,000,000 1.45 2.68%
TERM REPOS
TOTAL AMOUNT AVG AVG
DEALER BUYS OF REPOS - DAYS YIELD
FIRST BOSTON 1 $ 50,000,000 8.00 2.40%
GOLDMAN SACHS 2 110,000,000 8.50 2.53
TOTAL 3 $ 160,000,000 8.34 2.49%
DISCOUNT NOTES :
TOTAL FACE AVG  AVG
DEALER BUYS AMOUNT TOTALCOST  DAYS  YIELD
DEUTCHEBANK 1 $ 50,000,000 $ 49,497,819 17300 2.14%
FIRST BOSTON 1 12,000,000 11,820,893 266.00 2.08
LEHMAN BROTHERS 3 125,000,000 123,627,222 19207  2.11
MERRILL LYNCH 2 75,626,000 74,831,983 18200 213
SMITH BARNEY 1 50,000,000 49,410,333 183.00 2.38
TOTAL 8 $312,626000 $309,188251 187.96 2.16%
TREASURY BILLS
TOTAL FACE AVG  AVG
DEALER BUYS AMOUNT TOTALCOST  DAYS  YIELD
- LEHMAN BROTHERS 1 $ 50,000,000 $ 49,749,750 154.00 1.19%
CERTIFICATES OF DEPOSIT
TOTAL AMOUNT AVG AVG
DEALER BUYS OF REPOS DAYS YIELD
KEY BANK ] $ 167,226 2.45%

365.00
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RESIDUAL INVESTMENT FUND SUMMARY

DATE:

Maturity Ran

1 - 29 Days
30 - 59 Days
60 - 89 Days
90 - 119 Day
120 - 149 Da
150 - 179 Da
180 - 364 Da
1l - 2 Years
2 - 3 Years
3 - 4 Years
4 - 5 Years
5+ Years
TOTAL

Security Type

04/22/2008

Amount
Invested

1,376,314,440
476,579,081
366,931,172
192,958,280
282,486,464
199,335,608
176,743,660
119,573,774
174,357,950
268,457,182
249,959,184
81,881,019

3,965,577,812

Repurchase Agreements
Certificates of Deposit
State Investment Pool
Commercial Paper

Bankers'
Treasuries
Agencies

Acceptances

Mortgage Backed Securities

Municipals

Average Yield

TOTAL

Average Days to Maturity =

Percent of
Portfolio

34.
12.
9.

RPWobhoUOoOFHWVWWO-J

NG WU R

100.

o

Amount
Invested

270,000,000
611,648,322
357,858,747
194,504,182

0

99,425,531
2,289,841,550
81,881,019
60,418,461

3,965,577,812

3.62%

410.88

~
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Cumulative
Percentag

46.
56.
60.
68.
73.
77.
80.
84.
91.
97.
100.
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Percent Of
Portfolio
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100.

o
o\°

Average
Yield

.73%
.68%
.82%
.95%
.35%
.15%
.26%
.76%
.12%
.50%
.25%
.52%
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Limits

40%
20%
100%
25%
40%
100%
75%
25%
20%



RESIDUAL INVESTMENT POOL
ISSUER DIVERSIFICATION AND CREDIT EXPOSURE

3/31/08
Credit Agency Ratings (1) Bank Ratings (2)

CDs --7.5% PER ISSUER. IDC RATING: 3 OR BETTER Book Value % of Portfolio S&P Moody's  Fitch IDC CAEL™"
Key Bank 262,848,321.74 6.7% A-1 P-1 F1 1 3
U.S. Bank 100,000,000.00 2.6% A-1+ P-1 F1+ 1 2
Bank of America 100,000,000.00 2.6% A-1+ P-1 F1+ 1 3
Commerce Bank 50,000,000.00 1.3% F1 1 2
Sterling Savings Bank 50,000,000.00 1.3% F3 1 3
Washington Federal S&L 50,000,000.00 1.3% F1 1 2
Homestreet Bank 30,000,000.00 0.8% 1 3
Frontier Bank 25,000,000.00 . 0.6% 1 2
COMMERCIAL PAPER -- 5% PER ISSUER. RATED BY 2 AGENCIES; RATING OF AT LEAST A-1, P-1, OR F1.
Mainsail || LLC 52,950,977.63 1.4% NR NP
Victoria Finance LLC 51,937,148.61 1.3% D NP
Cheyne Finance LLC 48,688,083.13 1.2% D NP
Rhinebridge LLC 40,927,972.22 1.0% D NP D
REPURCHASE AGREEMENTS -- 10% PER ISSUER
Goldman Sachs & Co 110,000,000.00 2.8% A-1+ P-1
Credit Suisse LLC 100,000,000.00 2.6% A-1+ P-1 F1+
INVESTMENT POOLS -- 100% PER ISSUER
Washington State Treasurer's LGIP 356,894,503.21 9.1% NR NR NR
U.S. GOVERNMENT (Full Faith & Credit) -- 100% PER ISSUER
U.S. Treasury Obligations 49,749,750.00 1.3% AAA Aaa AAA
MUNICIPAL OBLIGATIONS (Taxable) -- 5% PER ISSUER. CREDIT RATING OF AT LEAST "A"
Seattle School District No. 1 22,798,958.98 0.6% AA+ Aa1l
Sacramento County, CA 20,284,502.03 0.5% A+ A2
City of Phoenix, AZ 15,000,000.00 0.4% AAA Aa1
State of New Jersey 3,150,000.00 0.1% AA Aa3 AA-
Westchester County, NY 2,335,000.00. 0.1% AAA Aaa AA+
FEDERAL AGENCY OBLIGATIONS (GSEs) -- 50% PER ISSUER
Federal National Mortgage Association (FNMA) - 916,997,501.42 23.4% AAA Aaa AAA
Federal Home Loan Bank (FHLB) 858,176,141.79 21.9% AAA Aaa AAA
Federal Home Loan Mortgage Corporation (FHLMC) 592,775,759.96 15.2% AAA Aaa AAA

3,910,514,620.72 100.0%

(1) The table in the lower-right corner gives the range of
investment grade credit ratings.

(2) IDC Bank ratings are provided by IDC Financial Publishing:
1=Superior, 2=Excellent, 3=Average, 4=Below Average, 5=Lowest.
Safe & Sound CAEL is a bank rating service provided by
Bankrate.com: 1=Superior, 2=Sound, 3=Performing, 4=Below

Average, 5=Weak.

Overview of Rating Agency Credit Scores
— LONy-erm

S&P
Moody's
Fitch

Short-term |
Grade
Highest
A-1+
P-1
Fi+

Lowest
A-3
P-3

F3

Grade
Highest

AAA
Aaa
AAA

Lowest
BBB-
Baa3
BBB-

Note:(NW) equals negative credit watch & (NO) equals negative outlook.
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TOTAL RESIDUAL FUND

EARNINGS DISTRIBUTION RATE

6.00% T5A7% B2T% 522% 5.25% 5.25% 5.24% 5.22% 1.80
4.81% 4.76% + 1.60
500% | B—E————=% 0 A56% 438% 428%
o 3.97% T 140
w 4.00% + +1.20 &
. 1.00 £
 3.00% + ' §-
£ +080 3
S 2.00% + N P — + 0.60
0.57 . 0.5 + 0.
1.00% + 0.44 0.47 0.49 0.47 0.47 0.56 6 0.40
+ 0.20
0.00% ; - } . } } . : t . : : 0.00
Mar-07  Apr-07  May-07  Jun-07 Jul-07 Aug-07 Sep-07  Oct-07  Nov-07  Dec-07 Jan-08  Feb-08 Mar-08
[—8—MONTH AVERAGE ~#-==DURATION |
AVERAGE BALANCE
6,000 A
5,000 4,819
, 4,115 4,030 , 3,042 | 3886
4'000 e o L, % P p— * +
m ;
=
£ 3,000 M
£ 3 —— S e e
s ”—
P
2,000
862 839 897 980 947 953 | 1,023 | 1,072 | 1,065 | 1,031 | 1,028 | 1,018 |
Mar-07 Apr07 May-07 Jun-07  Jul-07 Aug-07 Sep-07 Oct-07 Nov-07 Dec-07 Jan-08 Feb-08 Mar-08
I:-I—AVERAGE CORE MAX. CORE(PER K.C. POLICY) === AVERAGE TOTAL RESIDUAL I

CX FUND YTD INTEREST EARNINGS

March 31, 2008

BUDGET (1) ACTUAL DIFFERENCE
YTD AVG BALANCE (millions) $191 $161 ($29.5)
YTD YIELD 4.07% 4.23% 0.16%
INTEREST DISTRIBUTION ($) $1,930,825 $1,697,341 ($233,484)
AUTOMATIC INTEREST ($) $0 $49,358 $49.358
TOTAL INTEREST ($) $1.930.825 $1,746.699 ($184,126)
YTD POOL FEE REVENUE
BUDGET ACTUAL DIFFERENCE
POOL FEE DUE TO CX $1,416,250 $1,637,145 $120,895
POOL FEE DUE TO FBOD $37,500 $35,935 ($1,565)
TOTAL YTD POOL FEES 1,453,750 1,573,081 $119,331
YTD TOTAL POOL
DISTRIBUTION $41,595,065

(1) Average budgeted yield for the entire year is 3.48% (simple average).
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6.00%

5.00% F

4.00%
3.00%
2.00%
1.00%

0.00%

LIQUIDITY POOL

COMPARATIVE EARNINGS RATES

0

B80%

18%

Mar-07 Apr-07 May-07 Jun-07 Jul-07 Aug-07 Sep-07 Oct-07 Nov-07 Dec-07 Jan-08 Feb-08 Mar-08

l-—.——KC LIQ. POOL — -¢— STATE POOL ---&---MONEY FUND

COMPARISON OF AVERAGE DAYS TO MATURITY

100

90 |

80
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30
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10

Sources:

Mar-07 Apr-07 May-07 Jun-07 Jul-07 Aug-07 Sep-07 Oct-07 Nov-07 Dec-07 Jan-08 Feb-08 Mar-08

[—I—KC LIQ. POOL —-¢ — STATE POOL -~ MONEY FUND

Money fund data: IBC/Donoghue Money Fund Report Averages seven day money market fund indexes.

State Pool data:  Monthly State of Washington Local Government Investment Pool report.
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CORE POOL

COMPARATIVE MONTHLY MARKET YIELD RETURNS

6.00% |
5.35% 5.36%
o, 5.159 5.22%
5.12% 5-15% 499%
5.00% I e 479%
<~ 503% 5.04% . 4.45%
4.75%. 4.75% 4.77% e 18% 4.14%
4.44% L — .
400% T 423% 4.19%.
0, '
3.00% | 3.44% 3'40%"’"-»... 2.57%
2.50% g o
2.00% | 221% 2.16%
1.00%
Mar-07 Apr-07 May-07 Jun-07 Jul-07 Aug-07 Sep-07 Oct-07 Nov-07 Dec-07 Jan-08 Feb-08 Mar-08
|——KCCOREPOOL - & MERRILL LYNCH 1-4.99
Core portfolio rate is reported as market yield, not accrual basis, and therefore the liquidity rate and core rate may not equal pool distribution rate.

5.00

COMPARISON OF AVERAGE DURATION

450

4.00

350

3.00 t

250 |

200

150 |

1.00 t+

0.50

223 990 225 224 o949 221 221 220 227 226 226 233 228
I — @ R S— D s S S—— St A W S— P L SER—y
1.60 1.61
1.55 141 145 1.50 156 152 et
119 129 : 126 121

0.00

Source:

Mar-07 Apr-07 May-07 Jun-07 Jul-07 Aug-07 Sep-07 Oct-07 Nov-07 Dec-07 Jan-08 Feb-08 Mar-08

—@— KC CORE POOL . ~~#--~MERRILL LYNCH 1-4.99

Merrill Lynch index: Bloomberg Financial Markets

EFC —Page 15



MORTGAGE-BACKED POOL

COMPARATIVE MONTHLY MARKET YIELD RETURNS

7.50%
6.50% F
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Source: Merrill Lynch index: Bloomberg Financial Markets
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GAIN / LOSS SUMMARY

RESIDUAL FUND: TOTAL REALIZED GAIN OR LOSS

479 5op 502 -46.3 447 472 344 315 334 272 241 278 -333

Mar-07 Apr-07 May-07 Jun-07 Jul-07 Aug-07 Sep-07 Qct-07 Nov-07 Dec-07 Jan-08 Feb-08 Mar-08

$ million

60

50

40

30

120

NET UNREALIZED GAIN OR LOSS (CORE PORTFOLIO ONLY)

23.5 2 238

Mar-07 Apr-07 May-07 Jun-07 Jul-07 Aug-07 Sep-07 Oct-07 Nov-07 Dec-07 Jan-08 Feb-08 Mar-08
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INTEREST RATE SUMMARY

6.00%
550%
5.00% | A ........................ Do . A

450% 1 ST A

4.00% W

KING COUNTY ......................................
3.50% + POOL3.97%

3.00% +

2.50% -

2.00% -

1.50%

1.00% +

0.50%

0.00%

—@—04/22/08 — O — 3/26/2008 - &1 YEAR AGO O KING COUNTY POOL 3.97%

04/22/08 3/26/2008 | 1 YEAR AGO

Fed Fund Target 2.25% 2.25% 5.25%
3M T-Bill 1.29% 1.38% 4.98%

6M T-Bill 1.65% - 1.49% 5.04%

1Y T-Note 1.86% 1.63% 4.97%

2Y T-Note 2.19% 1.70% 4.65%

5Y T-Note 2.93% 2.55% 4.57%
10Y T-Note 3.69% 3.50% 4.67%
30Y T-Note 4.44% 4.34% 4.85%
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